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Threadneedle Street, a Reply to Lombard Street (by the late 
Mr. Walter Bagehot) ; and an alternative proposal to the one-pound 
note scheme sketched by Mr. Goschen at Leeds. By Arthur Stanley 
Cobb. London, Effingham Wilson & Co., 1891. 

The immediate provocation of Mr. Cobb's treatise was Mr. Goschen's 
speech at Leeds, on the 28th of January, 1891, in which the latter 
presented certain views on the subject of the banking reserve of the 
United Kingdom. The immediate provocation of Mr. Goschen's speech 
was the Baring crisis of the preceding November, of which he said : 
" The liabilities were so gigantic, the position of the house was so unique, 
that interests were at stake far beyond individual fortunes, far beyond 
the fortunes of any class." If the Barings had been allowed to go to 
protest, British credit would have been so shaken that in his opinion no 
limit could have been put to the ensuing bankruptcy and distress. 

This crisis led prudent men to ask again : What is the cash reserve 
that may be depended on in an emergency like the one that was so 
narrowly weathered ? In the first place, what are the banking liabilities ? 
They are all the deposits in all sorts of banks — private, joint-stock and 
the Bank of England. They amounted in July, 1890, to ^643,000,000, 
of which ^33,000,000 were Bank of England deposits and ^610,000,000 
those of other institutions. Deduct ten per cent as being twice counted, 
i.e. as deposited in one bank and by it deposited in another bank, and the 
remainder is ^5 79,000,000 of net banking liability. And what is the 
reserve against this liability? The Bank of England keeps forty per 
cent of its liabilities to depositors in reserve, say _£i 3,000,000. This was 
its average in 1889. The other banks keep about ten per cent " in cash 
or at the Bank of England." The amount kept by them in cash in their 
own vaults is little more than the till-money necessary to pay over the 
counter in one day's operations. The amount kept by them at the Bank 
of England cannot serve as a reserve for the country, unless that institu- 
tion puts the money in a box and keeps it there. But the Bank of Eng- 
land does nothing of the kind. It could not make a living that way. It 
lends its deposits just as other banks do, but it does keep a much larger 
proportion of reserve than the others, viz. forty per cent as against their 
ten per cent. Practically the Bank of England's reserve is the total 
reserve in case of a panic in which securities could not be readily 
sold. It is a reserve of about ^13,000,000 against liabilities of almost 
^600,000,000, or two and two-tenths per cent. This Mr. Goschen 
held to be much too small, but his plans for making it larger were rather 
vague and none of them has as yet been carried into effect. 

Mr. Cobb first clears the ground of certain loosely held opinions 
touching the supposed duty of the Bank of England to keep a reserve 
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adequate to the needs of the. United Kingdom. The reasons assigned 
by certain publicists and financiers why this responsibility should be 
devolved upon one institution among many are : first, because the bank's 
notes are legal tender ; second, because the bank has the government's 
deposits ; third (this is Mr. Bagehot's reason), because the public depend 
upon it. The first and second reasons were shown by Mr. Bagehot to 
be no reasons at all. The bank's notes are not legal tender at its own 
counter. The government's deposits are no more helpful to the bank 
than private deposits of the same amount, and they were never taken 
under a contract to save the commercial community in time of panic. 
But is his own reason any better than those which he so easily brushes 
aside ? Space does not permit us to go into the details of his argument 
and of the counter-argument of Mr. Cobb. We think, however, that the 
latter has succeeded in showing that Mr. Bagehot's usual precision of 
thought was here wanting — in other words, that he failed to show 
logically that any such obligation rests upon the bank as that of seeing 
that England remains solvent; for that is his way of putting it in 
Lombard Street. " On the wisdom of the directors of that one joint- 
stock company," he says, " it depends whether England shall be solvent 
or insolvent " (page 35). 

What is here meant by " England " ? Not the English government, 
surely. Does he mean the whole body of English banking and mercan- 
tile houses other than the Bank of England? Probably not, since a 
certain proportion of these would maintain their own solvency under 
all circumstances, as they did in the panic of 1866. Then he must mean 
all the weaker or more venturesome establishments, whether bankers or 
merchants. So the proposition quoted above should read in this way : 
"On the wisdom of the directors of that one joint-stock company it 
depends whether the more indiscreet bankers and traders of Great 
Britain shall be solvent or insolvent." Then inevitably the question 
arises : How indiscreet must a trader (the house of Baring for instance) 
be, in order to have a claim on the Bank of England in a crisis which 
he has helped to bring about? How much of his own assets must he 
have rendered unavailable in order that he may rightly " depend " on the 
bank to get him out of his owu difficulty? Unless such questions can 
be answered, there is no peculiar responsibility resting upon the Bank 
of England in times of crisis. Custom and prescription have made the 
bank the keeper of the reserves of the other banks. It must be able 
to produce those reserves in times of crisis as well as at other times. 
In other words it must at all times meet its own demand liabilities. 
Nothing beyond this can be rightfully asked of it, although it habitually 
does a good deal more than this in every pinch. 

Mr. Goschen spoke at Leeds of a second banking reserve to be 
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obtained by an issue of one-pound notes, but he did not indicate how the 
reserve so obtained should be treated. By speaking of it as a banking 
reserve, his words implied that it would rest in the banking department 
of the institution. But under existing law there is no way to get any 
gold that is derived from note issues, out of the issue department into the 
banking department. The issue department is an automaton. When it 
puts out a note it takes in a sovereign and it holds this mechanically till 
the note comes back. Crisis and balance of trade have no more effect 
upon the issue department than upon one of Madame Tussaud's images. 
They may change the amount of gold and the amount of notes, but the 
proportion of one to the other, never. Mr. Cobb shows that when Mr. 
Goschen was talking about the second banking reserve and the issue 
of one-pound notes he had momentarily forgotten this distinction between 
the two departments which, although under the same management, are 
as separate as though one of them were a private institution in Thread- 
needle Street and the other a branch of government at Somerset House. 
Mr. Goschen in his later speech, December 2, 1891, presented a 
different scheme and a much better one. In fact his Leeds scheme was 
unintelligible. He acknowledged in substance that when he propounded 
it he had no definite plan. 

Mr. Cobb's criticism on the Leeds speech has a certain amount of 
value, although the speech has been superseded and a definite plan has 
since been brought forward. Mr. Goschen's later plan contemplates an 
issue of one-pound notes in order to augment the stock of gold at the 
commercial centre, and then a certain liberty of over-issue of notes in 
time of crisis, on condition of paying the government a high rate of 
interest on such over-issue. This is the German system, the charter 
of the Imperial Bank containing a similar provision. Mr. Cobb's 
criticism runs this way: Whatever steps you take to put upon the 
bank or the government, or both, new responsibility for the solvency 
of the other banks, you offer the latter a temptation and an excuse 
for diminishing their own reserves, or as Mr. Goschen puts it, for 
"trading up to the hilt" and thus bringing on a crisis. There is 
much force in this argument, but it may be offset by facts. Has 
the like provision in the charter of the Imperial Bank had this del- 
eterious effect in Germany? If so the plan is condemned. If not 
(and I think that no such effect can be shown), then are Englishmen 
so much more venturesome than Germans that what is safe for the latter 
is unsafe for the former? This question cannot be answered ex cathedra. 

Mr. Cobb's alternative plan for forming and managing a second banking 
reserve is that each bank which receives commercial deposits (not 
savings banks) be required to set aside two and one-half per cent of 
such deposits and put the same in the Bank of England as a special 
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deposit, the whole fund so brought together, say ^16,500,000, to be 
treated as something entirely different from the ordinary funds, and not 
to be used or lent except in time of crisis. The test of the existence 
of a crisis is to be found in the rate of interest that people who can 
furnish good security are willing to pay. The money in this second 
reserve may be lent at ten per cent interest to anybody who will furnish 
stock-exchange securities of the kind allowed in the Trust Investment 
Act of 1889, with a margin of fifteen per cent. 

This plan has the advantage of putting upon the banks themselves the 
burden of maintaining an adequate reserve against their own liabilities. 
Mr. Cobb thinks that this two and one-half per cent, added to the two 
and two-tenths per cent of reserve now existing, would be adequate. 
They would bring together about ^30,000,000. Would the existence of 
a second reserve lead the banks to draw down the first reserve? This 
question cannot be answered in advance of actual experiment, but it is 
pretty certain that any plan which requires the banks to lay aside more 
of their money than they are accustomed to will meet with resistance 
from them, and will be circumvented if such a thing is possible. Mr. 
Goschen's final plan, proclaimed since Mr. Cobb's book was printed, 
avoids this difficulty. 

Mr. Cobb's treatise evinces thorough familiarity with the subject he 
discusses, and his style is excellent. We note on page 147 a statement 
of some importance that is controverted by an earlier work on the same 
general subject. Mr. Cobb says : 

After the suspensions of the [Bank] Act in 1847 and 1866 the demands for 
ready money immediately ceased, and no extra issue of notes was required ; 
and the only time the legal limit was exceeded — in 1857 — the amount was 
only about ,£447,000. The knowledge that money could be obtained at a price 
was sufficient to stop the demand for it. 

Mr. R. H. Patterson, in his Science of Finance (pages 237-239), says 
that the panic continued after the suspension of the Bank Act in 1866, 
and that the Bank of London, the Consolidated Bank and Agra and 
Masterman's Bank closed their doors after that event. He ascribes 
these disasters to the refusal of the Bank of England to avail itself of the 
power to issue extra notes. 

On page 113 Mr. Cobb tells us that "there is nothing to prevent the 
issue department of the Bank of England now issuing one-pound notes 
(for the act says nothing at all as to the denomination of the notes to 
be issued)." Here again an earlier work appears to contradict Mr. 
Cobb. Grant, in his Law of Bankers and Banking Companies (page 
338), says that bank notes payable to bearer on demand for twenty 
shillings or above that sum, and less than five pounds, were prohibited 



160 POLITICAL SCIENCE QUARTERLY. [Vol. VII. 

to be issued or reissued by the Bank of England or any banker in 
England, after the 5th day of April, 1829. The act referred to is 7 
Geo. IV, c. 6. Moreover Mr. Goschen's letter of December 3, 1891, 
says : " I propose to authorize the Bank of England to issue one-pound 
notes on the condition," etc. Hqrace Wmi£ 

The Financier and the Finances of the American Revolution. 
By William Graham Sumner. New York, Dodd, Mead & Co., 
1 89 1. — Two volumes, viii, 309; v, 330 pp. 

In writing history two qualities are essential : accuracy of perception 
and the ability to co-ordinate facts. Industry in obtaining matter goes 
for little if not accompanied by these preliminary endowments. Pro- 
fessor Sumner has been remarkably patient in his reading, and has 
omitted but very few of the ordinary authorities on Revolutionary 
history ; he has consulted the original sources, and has even carried his 
researches* into manuscript collections. It is hard to say too much 
for such work, as laborious as it is minute, and often so unsatisfactory 
through the imperfections of the record. 

No one will deny that an account of Robert Morris was needed ; or 
that the history of Revolutionary finance was unwritten. The field had 
been scratched by Bolles, but quite superficially, and that compiler had 
failed as utterly in the arrangement as he had lamentably in the selection 
of his material. Professor Sumner's selection of facts is excellent ; he 
could not but be an exponent of sound financial views ; and his criticism 
on the fiscal policy of the war is admirable. But much of the value 
of his work will be lost to the ordinary reader because of the bad 
arrangement of the material. In this respect alone does his book 
suggest that of Bolles. 

The author began with the idea of writing a biography of Robert 
Morris; but finding so much of interest, he expanded the work to 
include a history of the finances of the Revolution, with Morris as the 
central figure. This was natural; for the position and actions of 
Morris could not be comprehended without some knowledge of what 
had made his appointment a necessity. It is in this preliminary por- 
tion that Professor Sumner has failed to produce the effect intended. 
It is impossible to isolate the events of the time into classes, under such 
heads as " Taxation," " Impressments," " Commerce." Paper money, 
tender laws and requisitions were all parts of one system ; and from the 
levy and collection of taxes in colonial days, through the dark distress 
of the Revolution, up to the framing of the constitution, there is a 
connected and strictly logical story of the adoption of one recourse 
after another, their rejection or failure, and finally after much experi- 



